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FINANCIAL REVIEW 


SALES $ 


NET PROFIT $ 


EARNINGS PER SHARE $ 


* The comparative figures shown 
reflect an adjustment for the 2 
for 1 subdivision of shares. 
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President's Report 


During fiscal year 1974, your Company encountered many difficulties brought 
about by the unusual world economic conditions. Inflation alone reflected 
an increase in costs of approximately $4,000,000. on decreased production. 
However, despite these problems, your Company's performance can be 
considered creditable. Whonnock’'s 1974 sales of $37,181,000. compared 
favourably to the record sales figure set in 1973 of $37,495,000. 

The income before extraordinary item, amounted to $1.12 per share as 
compared to $2.60 per share in 1973. 

The Weldco Plant in Alberta was completed during the year and went into 
production in December of 1974. It is planned that, once the Alberta Division 
has reached full capacity, your Company will expand into Eastern Canada. 
Although the market for lumber products during our last quarter weakened 
materially, our versatile production capabilities — particularly in the Coastal 
operations — have enabled us to accept business from ‘‘fringe’’ markets 
around the world. The substantial recent reduction in interest rates, and the 
availability of monies in the United States, have produced some degree of 
improvement in the American lumber market. We are optimistic that the last 
half of 1975 will see an upturn in housing starts. 


Submitted on behalf of the Board of Directors. 
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President and Chief 
Executive Officer 


Coastal Operations 


Production from the Coastal Operations at 
Whonnock and Stave Lake held reasonably firm 
for 1974 in spite of the declining markets. 
Lumber production was down slightly with 
shake and shingle production showing a larger 
decline over 1973. Wood chips and sawdust 
volume increased significantly in 1974. 
Improved prices for these products were an 
important factor in the satisfactory results 
obtained in the Coastal Operations. 
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H. KNETEMAN, President and General E. VILLIERS, 
Manager, Whonnock Lumber Secretary-Treasurer 


" : \ = 
RAY SHELLBORN RAY DADSWELL BILL WALLACE 
Mill Superintendent Personnel Manager Filer Foreman 


FIVE YEAR 
PRODUCTION FIGURES 
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LUMBER in 1,000 board feet 


VI 


* 93,135 * 96,468 


| 1970 1971 
| ** 9,313 ** 9,646 


| SHAKES & SHINGLES in squares* 


52,626 54,029 


1970 1971 


| WOOD CHIPS jn units 


LOG SOURCE Whonnock 


VOLUME THROUGH MILL - 1974 
82,800,000 F.B.M. 


Crown Cutting Permits - 38% 
31,800,000 F.B.M. 


Timber Berths and Licenses - 12% 
10,300,000 F.B.M. 


Local Purchases - 7% 
5,400,000 F.B.M. 

Open Market Purchases - 40% 
32,600,000 F.B.M. 

Farmer Wood - 3% 

2,700,000 F.B.M. 


*100,772 


1972 


**10,077 


50,337 


1972 


*105,505 


1973 
**10,551 


in 1,000 board feet* * 


78,677 


1973 


6,906 


1973 


SAWDUST 


init 


* 85,760 


1974 
** 8,576 


89,137 


25,756 


1974 


Unit Equal 
200 Cut 


Interior Operations 


Lumber production figures for the Interior 
Operations were. down significantly over the 
previous two years due to a dramatic drop in 
the demand for our products. Lumber prices on 
U.S. rail markets were drastically reduced 
reflecting in decreased revenues to the Interior 
Operations. Gains in wood chip sales anda 
sawdust market established with the new 
gathering system, with correspondingly higher 
prices for these products, helped minimize the 
effect of the adverse economic conditions. 

The new dry kilns were operating for the whole 
of 1974 and achieved the desired results in the 
marketing of our products. Shown on the 
following page are the very competent staff 
who operate the Holding Lumber Division of 
Whonnock Industries. 


C. A. JOHNSON, President, and H. L. HENRI, 
Vice-President, Production inspect a load of logs 
prior to their being dumped into the storage 
water at Adams Lake. 


FIVE YEAR PRODUCTION FIGURES 


18,468 20,168 28,863 39,673 41,866 


WOOD CHIPS jn units Unit Equals 200 Cubic Fi of Bone Dry Chips 


LOG SOURCE 
Adams Lake 


VOLUME THROUGH MILL - 1974 
63,358,000 F.B.M. 


Crown Cutting Permits - 62.5% 
39,638,000 F.B.M. 

Timber Berths and Licenses - 23.4% 
14,840,000 F.B.M. 

Local Purchases 1.0% 

594,000 F.B.M. SAWDUST 
Farmer Wood - 9.3% in units 
5,904,000 F.B.M. Unit Equals 
Inventory - 3.8% 200 Cubic FI 
2,382,000 F.B.M. 


LUMBER in 1.000 board feet 


m Left to right: HERB HENRI, 

| DON FRASER, Timber Division 
Manager, and C. A. JOHNSON at 
the Mill Site, Adams Lake. 


JOHN TARRY 
Shipping Superintendent Machinery Superintendent 


ALEX BROWN 
Head Cat Mechanic } 


VIC SKJEIE 
ARTHUR HOLDING Head Millwright 
KEN DUNN 
Loading Foreman 
JACK BROWN. 


CAROLINE TARRY 


Sales Manager Logging Foreman 


Modern unit loading 
dock at railside, 
Chase, B.C. 


PETE WICKLUND ADOLPH GUTRATH, 
Mill Superintendent 


Millwright 


Weldco 


Sales for Weldco increased over the previous 
year, helped by the new addition to the 
Vancouver Plant. Outlook for 1975 remains 
favourable. 

Plans, announced last year for an Alberta 
Manufacturing Division, were completed and 
the modern facilities established in Edmonton 
became operational in December of 1974. 
They will enable Weldco to provide extensive 
services to the British Columbia, Alberta and 
Saskatchewan markets and should add sig- 
nificantly to the sales volume of the Company. 


FIVE YEAR SALES $ 


1970 1,017,031 


1971 | 1,160,297 


1972 1,933,979 


1973 2,580,087 


1974 


Exterior of new plant. It contains 14,000 sq. ft. and is 
located in the industrial area of south-east Edmonton. 


Interior views show modern manufacturing facilities 
available to the Alberta and Saskatchewan markets. 


BRIAN J. WILSON 


General Manager, 
Edmonton Operations 


WHONNOCK 
INDUSTRIES 
LIMITED 


CONSOLIDATED BALANCE SHEET 


as at November 30, 1974 
(with comparative figures at November 30, 1973) 


ASSETS 


CURRENT ASSETS 
Cash and short-term investments 
Trade and other accounts receivable 
Inventories (note 2) 
Current portion of agreement for sale 
Prepaid expenses 


INVESTMENTS AND OTHER ASSETS 
Investmenis, at cost 
Agreement for sale 
Timber sale deposits 


FIXED ASSETS (note 3) 
Property, plant and equipment, at cost 
Less accumulated depreciation 


Timber, at cost 
Less accumulated depletion 


Logging roads, at cost less amortization 


EXCESS OF COST OF SHARES OVER UNDERLYING BOOK VALUE 
AT DATE OF ACQUISITION, less amortization (note 1) 


On behalf of the Board: 


C. A. JOHNSON, Director 
R. A. C. McCOLL, Director 


1974 1973 

$ 1,875,923 | $ 2,017,041 
2,929,049 2,411,327 
4,889,335 6,840,507 
= 137,500 
37,271 42,207 
9,731,578 11,448,582 
221,345 158,060 
= 132,500 
137,675 165,037 
359,020 455,597 
11,140,441 9,815,883 
4,717,247 3,975,318 
6,423,194 5,840,565 
1,335,046 1,335,046 
553,297 503,507 
781,749 831,539 
1,167,504 1,261,249 
1,949,253 2,092,788 
8,372,447 7,933,353 
3,748,831 3,646,499 
$22,211,876 | $23,484,031 


LIABILITIES 


CURRENT LIABILITIES 1974 1973 
Bank indebtedness, secured — $ 242,063 
Accounts payable and accrued liabilities $ 2,260,877 3,362,393 
Income taxes payable 739,221 1,799,180 
Current portion of long-term debt (note 4) 88,264 287,700 
Contribution payable to employees’ deferred profit sharing plan 32,797 42,305 

3,121,159 5,733,641 

LONG-TERM DEBT, less current portion above (note 4) 2,187,819 2,302,225 

DEFERRED INCOME TAXES 1,633,749 1,297,530 


SHAREHOLDERS’ EQUITY 


SHARE CAPITAL (note 5) 
Authorized 
3,071,996 Class common shares of no par value 
928,004 Class B exchangeable common shares of no par value 


Issued and fully paid 
1,504,808 Class A common shares (1973 — 1,500,153) 
161,836 Class B exchangeable common shares (1973 — 146,411) 


1,666,644 5,529,605 5,416,133 
AMOUNTS RECEIVED UNDER STOCK PURCHASE PLAN (note 5) 6,927 = 

5,536,532 5,416,133 

RETAINED EARNINGS 9,732,617 8,734,502 


15,269,149 14,150,635 
$22,211,876 | $23,484,031 


COMMITMENT (note 6) 


CONSOLIDATED STATEMENT OF INCOME 


For the Year Ended November 30, 1974 
(with comparative figures for 1973) 


Sales and operating revenue 


Costs and expenses 
Production 
Selling and administrative 
Remuneration of directors and senior officers 
Depreciation 
Depletion and road amortization 
Amortization of excess cost of shares of 
subsidiary companies 
Interest on long-term debt 


Operating income 


Other income 
Investment income 
Gain on disposal of fixed assets 


Income before income taxes 
and extraordinary item 


Income taxes 
Current 
Deferred 


Income before extraordinary item 


Extraordinary item 
Loss on termination of option agreement 


NET INCOME FOR THE YEAR 


Earnings per common share 

Basic 
Income before extraordinary item 
Extraordinary item 
Net income 

Fully diluted (note 5) 
Income before extraordinary item 
Extraordinary item 
Net income 


1974 1973 
$37,180,552 | $37,495,404 
30,345,886 26,404,923 
1,902,163 1,781,058 
366,513 413,310 
797,251 574,775 
211,011 205,829 
97,668 97,629 
191,882 207,529 
33,912,374 | 29,685,053 
3,268,178 7,810,351 
257,941 109,782 
63,872 80,943 
3,589,991 8,001,076 
1,393,200 3,143,650 
336,219 579,747 
1,729,419 3,723,397 
1,860,572 4,277,679 
161,306 = 
$ 1,699,266 | $ 4,277,679 
1.12 2.60 
_10 £— 
1.02 2.60 
1.00 2.29 
08 = 
92 2:29 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


For the Year Ended November 30, 1974 
(with comparative figures for 1973) 


Balance at beginning of year 
Add net income for the year 


Less 
Class A common share dividends 
Class B common share dividends 


BALANCE AT END OF YEAR 


1974 1973 
$ 8,734,502 $ 4,872,753 
1,699,266 4,277,679 
10,433,768 9,150,432 
691,441 415,930 

9,710 = 

701,151 415,930 
$ 9,732,617 $ 8,734,502 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Year Ended November 30, 1974 
(with comparative figures for 1973) 


SOURCE OF FUNDS 
Income before extraordinary item 
Add items not requiring a current outlay of funds 
Depreciation, depletion and amortization 
Amortization of excess cost of shares of subsidiary companies 
Deferred income taxes 
Gain on disposal of fixed assets 


Proceeds from 
Disposal of property, plant and equipment; 
1973 — net of agreement for sale $132,500 
Disposal of logging roads 
Issue of common shares and amounts received under stock purchase plan 
Investments and other assets 


APPLICATION OF FUNDS 
Purchase of property, plant and equipment; 
1974 — net of mortgage assumed $74,141 
Construction of logging roads 
Long-term debt paid or currently maturing 
Dividends on Class A and B common shares 
Increase in investments and other assets 
Loss on termination of option agreement 
Adjustment of excess of cost of shares over net book value 


INCREASE IN WORKING CAPITAL 
WORKING CAPITAL AT BEGINNING OF YEAR 
WORKING CAPITAL AT END OF YEAR 


1974 1973 
$ 1,860,572 | $ 4,277,679 
1,008,262 780,604 
97,668 97,629 
336,219 579,747 
(63,872) (80,943) 
3,238,849 5,654,716 
20,818 251,156 
447,829 = 
120,399 41,760 
159,862 7,905 
3,987,757 5,955,537 
1,316,704 1,879,169 
461,286 604,529 
188,547 286,992 
701,151 415,930 
63,285 41,063 
161,306 = 
200,000 (22,130) 
3,092,279 3,205,553 
895,478 2,749,984 
5,714,941 2,964,957 
$ 6,610,419 $ 


5,714,941 


WHONNOCK 
INDUSTRIES 
LIMITED 


WHONNOCK 
INDUSTRIES 
LIMITED 


NOTES TO THE 
CONSOLIDATED FINANCIAL 
STATEMENTS 


Year Ended November 30, 1974 


NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Principles of Consolidation 

The consolidated financial statements include the accounts of all subsidiaries, 

each of which is wholly-owned, namely: 

Whonnock Lumber Company Limited 

Weldco Limited 

Weldco (Alberta) Ltd. 

Wolco Industries Limited (formerly Wolco Marine Ltd.) 
Holding Lumber Company Limited 

Holding Forest Products Ltd. 

Adams Lake Sales Co. Ltd. 

The excess cost of shares in subsidiaries over their net book values at the 

dates of acquisition has been allocated as follows: 

(i) $278,769 was allocated to the cost of property, plant and equipment and 
will be depreciated in accordance with the company’s regular depreciation 
policy. 

(ii) $4,105,778 was allocated as excess purchase price and is being amortized 
on a straight-line basis over forty years resulting in a charge against income 
of approximately $97,000 per year. 

Taxes of $200,000 which may become payable as a result of distributing pre- 

acquisition earnings from subsidiaries to the company have been provided for 

in 1974 and added to the amount shown above as the excess cost of shares in 
subsidiaries over the underlying book values at date of acquisition. 


Inventories 

The logs and lumber inventories have been valued at the lower of cost (pri- 
marily average production cost) and net realizable value. During the year the 
company modified its basis of applying net realizable value to reflect current 
market circumstances resulting in an appropriate but a relatively immaterial 
reduction in income. 

The manufacturing inventories have been valued at cost which is lower than 
net realizable value. 


Depreciation, amortization and depletion 

Depreciation and amortization of plant and equipment is provided on a straight- 
line basis at rates (ranging from 6% to 20%) based on the estimated remaining 
useful lives of the fixed assets. Depletion is computed on the basis of timber 
cut while logging roads are amortized on a straight-line basis at 10% per annum. 


Deferred income taxes 
The company follows the policy of charging current earnings with the income 
taxes deferred by claiming capital cost allowance for tax purposes in excess 
of depreciation recorded in the accounts. 


Comparative figures 


The comparative figures for 1973 are as reported on by the previous auditors 
of the company. Certain minor reclassifications of the 1973 figures have been 
made to conform to the 1974 presentation. 


NOTE 2—INVENTORIES 


1974 1973 
Logs $3,248,520 | $4,561,305 
Lumber 1,393,092 2,112,686 
Manufactured goods 247,723 166,516 
4,889,335 6,840,507 

NOTE 3—FIXED ASSETS 
1974 

Accumulated 1973 

Cost depreciation Net Net 
Land $ 365,704 _— $ 365,704 | $ 290,704 
Buildings 1,902,384 $ 455,336 1,447,048 1,207,017 
Machinery and equipment 7,918,088 3,718,444 4,199,644 3,892,009 
Automotive equipment 567,693 400,437 167,256 202,419 
Other 386,572 143,030 243,542 248,416 


$11,140,441 $4,717,247 $6,423,194 | $5,840,565 


NOTE 4—LONG-TERM DEBT 
1974 1973 

8% Series A bonds, secured by a first floating 

charge on the assets of Whonnock Lumber Company 

Limited, maturing in 1986 
5% Promissory note issued on acquisition of 

Weldco Limited, repayable in annual 

instalments of $83,000 166,000 249,000 


11%2% Mortgage, repayable in annual instalments 


$2,000,000 | $2,000,000 


of $8,969 including interest, due January 1, 1977 73,380 — 
Timber purchase agreements at prime bank rates, 
current portion $4,700 with balance repayable in 
annual instalments of $6,967 including interest 36,703 40,925 
Term bank loan = 300,000 
2,276,083 2,589,925 
Less current portion included in current liabilities 88,264 287,700 


$2,187,819 | $2,302,225 


Attached to the Series A bonds are Series A warrants of Whonnock Industries 
Limited which under certain circumstances entitle the bond holders to call for 
the redemption in whole or in part of their holdings provided that the proceeds 
from such redemption will be used by the bond holder to purchase Whonnock 
Industries Limited Class A:common shares. 


NOTE 5—SHARE CAPITAL 


The Class A common shares are entitled to a preferential non-cumulative divid- 
dend of 40c per share per annum, before the Class B common shares are 
entitled to any dividend. Any additional dividends shall be declared in equal 
amounts oniall common shares. 


The Class B common shares (carrying ten votes per share) are exchangeable 
into Class A common shares (carrying one vote per share) at any time at the 
option of the holder, on the basis of one Class A common share for one Class B 
common share. During the year 1,375 shares were so exchanged. 161,836 Class 
A common shares are reserved for the conversion of Class B common shares. 


During the year 3,280 Class A common shares and 6,000 Class B common shares 
were issued at $4.50 per share pursuant to previously existing employee stock 
option plans. 


In addition, on January 4, 1974 the company established a new employee stock 
option plan under the terms of which 10,800 Class B common shares were 
issued at $6.64 per share. However, on August 26, 1974, the company cancelled 
all of its outstanding stock options and established a stock purchase plan for 
its key executive employees to replace the stock option plans that were can- 
celled. Under the terms of the plan, the company has set aside 25,000 Class A 
and 58,200 Class B shares to be issued at a price of $3.33 per share (repre- 
senting 90% of the closing price of the shares on the Toronto Stock Exchange 
on the day preceding the signing of the stock purchase agreement), and to be 
paid for in 120 equal monthly instalments without interest. The employees are 
legally obligated to complete the purchase and have no interest in any of the 
shares until they are fully paid for. 


In connection with the stock purchase plan and warrants the company has 
reserved 225,200 Class A and 58,200 Class B common shares. 


The above potential additions to issued Class A and Class B common shares 
have been incorporated in the calculation of fully diluted earnings per share. 


NOTE 6—COMMITMENT 


An actuarial evaluation in 1974 of the company’s pension plan indicated an 
unfunded past service liability of $150,000 which is to be provided for and 
funded in equal amounts over the 15 years ending in 1988. 


Auditors’ 
Report 


To Shareholders of 
Whonnock Industries Limited 


We have examined the consolidated balance sheet 
of Whonnock Industries Limited and subsidiary 
companies as at November 30, 1974 and the con- 
solidated statements of income, retained earnings 
and changes in financial position for the year then 
ended. Our examination included a general review 
of the accounting procedures and such tests of 
accounting records and other supporting evidence 
as we considered necessary in the circumstances. 
In Our opinion these consolidated financial state- 
ments present fairly the financial position of the 
companies as at November 30, 1974 and the results 
of their operations and the changes in their 
financial position for the year then ended, in ac- 
cordance with generally accepted accounting 
principles applied on a basis consistent with that 
of the preceding year. 


THORNE GUNN & CO. 
Chartered Accountants 


Vancouver, B.C. 
January 24, 1975 


